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EXECUTIVE SUMMARY

The U.S. market for didtilled spirits, including whiskeys, vodka, gin, tequila, rum,

brandy, cordids, and liqueurs, is growing steadily. The Size of the retall didtilled spirits
market in the United States for 2003 was $42.7 billion. This market is forecasted to reach
nearly $60 billion in yearly sdlesby 2008. Pricesfor overal digtilled spirits are expected
to rise, with prices for the imported product risng at adightly higher rate than prices for
domestic spirits. In 2003, on-trade sales by vadue in bars, restaurants, cafes, and other
food services sources were 58 percent of retall sales while off-trade sales made through
retail outlets were 42 percent of retail sdes. The didtilled spiritsindustry has a 3-tiered
digtribution structure. Each tier operates independently of each other. In quantity terms,
75 percent of sales are made though retail outlets, and 25 percent are made in bars,
restaurants, and cafes. Over half of retail sdes are made through liquor stores.

Approximately 196 million Americans are within the lega drinking age of 21. The
Didtilled Spirits Council of the United States estimates that 120 million Americans
consume beverage dcohol. U.S. yearly per capita consumption of digtilled spirits has
increased from 4.6 litersin 1997 to 4.9 litersin 2003. Various sources predict yearly
increases in volume consumption between 1 and 3 percent from now until 2010. The
vaue growth of digtilled spiritsin the U.S. ison average 5 percent per year since 1997.
Whiskey isthe largest category of spirits sold, followed by vodka. Together, they
account for more than haf of dl spiritssold inthe U.S.

Key production states are Kentucky, Tennessee, Minnesota, Indiana, Missouri, and
Virginia. Many U.S. digtilled spirits companies operate as producers and importers of
digtilled spirits. New trends include pairing cocktails with food in much the same way as
wine has been paired with food, bringing back classic cocktails, and informing consumers
more about caloric content.

The United States currently has a negative baance of trade in distilled spirits of over $3
billion. Invadueterms, U.S. digtilled spirits exports have been growing over the past five
years, reaching $717 million in 2004. Whiskies, including bourbon, represent over half

of dl exports by value. In quantity terms, export growth has been up and down. Industry
sources believe that, in generd, 5 percent of U.S. production is exported. Industry
sources aso fed that growth in export value should continue to be positive. Thetop five
markets for U.S. distilled spirits exports in vaue terms are the United Kingdom, Canada,
Germany, Audraia, and Japan. The U.S. didtilled spirits industry has benefited from
trade negotiations through increased market access, dthough trade barriers continue to
exigt in some countries.

The vaue of imported ditilled spirits has grown steadily in recent years, equaing $4
billion in 2004. The United Statesimpaoses no import duties on the vast mgority of
digtilled spiritsimports, except for certain low-vaued rums and undenatured ethyl
acohol. While the United States has a negative baance of trade in didtilled spirits, U.S.
bars, restaurants, and stores licensed to sdll liquor are expected to offer distilled spirits



from around the world in order to be considered well stocked. Imports accounted for
22.9 percent of domestic consumption by quantity in 2003.

The biggest sdes period for the U.S. didtilled spirits industry is from Thanksgiving to
New Year’s Eve, during which about 40 percent of all the year’ s sdlestakes place.
Didtilled spirits are planned purchases rather than impul se purchases.



Overview of the U.S. Market?

Market Size

In 2003, Euromonitor International reports that the sdes value of didtilled spirits
in the United States was $42.7 hillion retail, up 7.1 percent from the previous

year. The U.S. market for didtilled spiritsis growing & a moderate rate, with a
compound annua growth rate, snce 1997, of 5.2 percent in value, and 2.5 percent
in quartity.

On+trade saes made through bars, restaurants, cafes and other food services
sources were $17.8 hillion in 2003, while off-trade sdes made through retail

outlets were $24.8 hillion.

Industry sources expect revenues to be up about 8 percent in 2004, and pricesto
increase about 2 percent. Consumers are trading up to better qudity, higher
priced products.

Euromonitor forecasts a 32 percent increase in vaue from 2004 to 2008, and a21
period increase in quantity during the same time period. This growth would
represent a nearly $60 billion market in 2008.

As of the 2000 U.S. Census, over 196 million Americans are within the legd
drinking age, out of atota population of over 281 million Americans.

Major Product Segments
Didilled spirits include whiskeys, vodka, gin, tequila, rum, brandy, cordids, and
liqueurs. Didtilled spirits are acoholic beverages obtained by the distillation of
fermented agricultural products. Wine and beer are not included in this sector.
Didtilled spirits are not included in overdl U.S. agriculturd trade satitics.
According to the Economic Census, the total value of U.S. digtilled spirits
shipmentsin 2002, not including brandy, was over $4 billion dollars, while
bottled ditilled spirits were over $3 billion of thet total. Shipments are defined as
withdrawals of U.S. product from producer warehouses and are not considered
retail vaue.

! Thisreport draws from avariety of sources, including trade databases, industry associations, U.S.
Department of Commerce surveys, and other commercial analysis, and was compiled by Dorsey Luchok,
Agricultural Economist, under the supervision of International Strategic Marketing Group Team Leader
Wayne Batwin. The Foreign Agricultural Service, Processed Products Division, isresponsible for the
forecastsin this report unless otherwise stated. Additional information is available from the Processed
Products Division. Telephone: (202) 720-6343, Internet: http://www.fas.usda.gov/agx/AGX.html .
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U.S. Distilled Spirits Value of Product
Shipments 1998-2002
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Other production data includes the following items:

Distilled Spirit Segment Production - 2002

Segment Product Shipmentsin U.S. Thousands
Cordids/Liqueurs $391,794
Gin $287,259
Bottled Cocktails $49,145
Other (includes rum, whiskey and vodka) $3,329,269

Source: U.S. Census Bureau, for individual segment production data, some figures are not published to avoid disclosing data of
individual companies, particularly of whiskey and vodka manufacturers.

Since 1997, the vaue growth of distilled spiritsin the United Statesis on average
around 5 percent per year. 1n 2003, the following percentages, which have been
reasonably consistent for the past four years, were reported for retail and food
service sdles, with whiskey dropping dightly and vodka increasing dightly:

Digtilled Spirits Salesby Type, Retail and Foodservice, 2003

Product Per centage of Sales
Whiskey 27%
Vodka 24%
Liqueurs 14%
Rum 11%
Cognac 8%
Gin 6%
Tequila 5%




Product Per centage of Sales
Brandy 4%
Other Spirits 1%

Source: Euromonitor, totals may not sum due to rounding.

Apparent and Per Capita Consumption

The Didilled Spirits Council of the United States (DISCUS) estimates thet, in
generd for any recent year, 120 million Americans consume beverage acohol
(which includes wine and beer). Thisfigure represents 63 percent of Americans
within the legdl drinking age.

According to the U.S. Internationa Trade Commission (USITC), gpparent U.S.
consumption of distilled spiritsin 2003 was $6.9 billion, which represents a 6.6
percent change since 2002. USITC' sfigure was caculated by taking the vaue of
digtilled production as supplied by the Commerce Department, less exports plus
imports. These values are low because they are based on the values of producer
or wholesaler shipments, rather than retail vaues. Apparent consumption has
grown dowly but steadily since 1998.

The following information from DISCUS shows U.S. consumption by state. Four
geographically dispersed states show the greatest consumption: New Y ork,
Florida, Texas, and Cdifornia Thisinformation is not broken out into per capita
consumption, since consumption is attributable to Sate vigtors and to date
resdents. Large consumption states tend to be mgjor tourism states.

Apparent U.S. Consumption of Distilled Spirits, by State in Wine
Gallons* 2003
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Source: DISCUS

*Note: A wine gallon isthe liquid measurement equivalent to the volume of 231 cubic inches.
1winegalon=3.785liters.



According to Euromonitor, U.S. per capita consumption of distilled spirits has
increased from 4.6 litersin 1997 to 5 liters in 2003, an increase of nearly 9
percent or 1.4 percent annudly. Volume consumption is expected to increase
each year through 2010 between 1 to aimost 3 percent, depending on the source.
DISCUS notes that other changes, such as public policy changes favorable to the
industry or rising persona incomes, could further increase consumption, but are
more difficult to predict exactly.?

U.S. Per Capita
Consumption of Distilled Spirits

Liters
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Source: Euromonitor, 2004 forecast by Euromonitor

Consumption Trends

In much the same way that wine has been paired with food, the industry islooking
for combinations of didtilled spirits that will complement the egting experience.

A recent event by DISCUS paired rum punch with pan-Asian cuisne, and a
classic Rose cocktail with contemporary French cuisine

Consumers are becoming more interested in the classic cocktails, such asthe
Martini. Thereisaso interest in updating the classics with new ingredients, such
asthe Apple Martini or the Apple Manhattan.*

2 “Spirits, Wine and Beer Volume Projections”, DISCUS, [12 Dec 2002], p. 9.

3 “DISCUS Reports Successful Merger: Cocktails Paired With Food,” DISCUS Press Release,
http://www.discus.org/mediaroom/print.asp?PRESSID=157. [30 Apr 2004].

4«70 Anniversary of Prohibition Repeal December 5™ Brings Revival of Classic Cocktailswith a Twist,”
DISCUS Press Rel ease, http://www.discus.org/mediaroom/print.asp?PRESSID=134. [4 Dec 2003].
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Consumers like to be informed about the caloric and carbohydrate content of what
they buy. Many digtilled spirits categories do not contain carbohydrates, but it
remains to be seen if producers will use that as a sdlling point, asthe low-carb
trend may be waning.

In agenerd sense, people are more likely to drink beverage acohol asincomes
rise. Thiseffect ismore pronounced for digtilled spirits, followed by domestic
wine, and by regular (not imported, not micro-brewed) beer.®

Industry Characteristics

Industry Structure

According to the 2002 Economic Census, the state with the most didtilleriesis
Kentucky with 16 establishments. Other key production states include Tennessee,
Minnesota, Indiana, Missouri, and Virginia. The total number of U.S. ditillersis
is82.

The number of U.S. didtilleries with 20 or more employeesis42. The number of
digtilleriesin Kentucky with 20 or more employeesis 16.

Key U.S. marketers of didtilled spirits include Fortune Brands, Inc., Congtdlation
Brands, Inc., Bacardi & Company, Brown-Forman, Heaven Hill Didtilleries, and
Ernest and Julio Galo Winery (for brandy). NorntU.S. companies such as Diageo
Fc, Allied Domecq Pic, Pernod Ricard Groupe, and V&S Vin & Sprit AB are
important in the U.S. market aswell.

Many of the key U.S. companies operate as producers and importers of distilled
Spirits.

Imported digtilled spirits accounted for amost 23 percent of purchases based on
quantity in 2003.

Industry Trends

USITC reportsthat the U.S. digtilled spiritsindustry underwent major
consolidation and restructuring in the 1990s. Most mgor didtilled spirits
companies are owned by multi-nationa corporations. However, distilled spirits
companies are not permitted to engage in the vertical integration of producers,
suppliers, and digtributors that might normally be seen in other indudtries.

Mos mgor distilled spirits companies have a diversified product line that
includes more than just ditilled spirits, such aswine, beer, and flavored acohoalic
beverages. Others are involved in entirely unrelated products, such as producing
ching, glassware, hardware, slverware, luggage, and golf products. Some
companies also market products such as basebal caps, shot glasses, and t-shirts
that display their logo.

® “Spirits, Wine and Beer Volume Projections’, DISCUS, [12 Dec 2002], p. 4.



Trade

U.S. Exports

Thevaue of U.S. digtilled spirits exports was $717 million in 2004. Exports of
U.S. didtilled spirits have, in generd, been growing in vdueterms. In quantity
terms, growth has been up and down. It isdifficult to measure the percent of any
year’ s production that is exported, because of the aging process for many ditilled
gpirit products, which places products for sde at different times. Industry sources
fed that, in generd, 5 percent of U.S. production is exported.

Growth of exportsin 2004 was positive in part because the U.S. dollar has been
week relative to many locd currencies over the past 18 months. A weak dollar
makes U.S. products cheaper for international consumers. U.S. distilled spirit
companies have been focused on marketing efforts to increase sdlesaswell. FAS
forecasts avaue of $780 million for U.S. didtilled spirits exportsin 2005.

U.S. Exports 2000-2005

Million $ % Year-on-year growth
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Source: U.S. Dept. of Commerce

Top 5 destinations for U.S. Exports

Over the past five years, around 61 percent U.S. digtilled spirits exportsin vaue
and 65 percent in quantity have been sold in the top five markets. For vaue, the
top five markets are the United Kingdom, Canada, Germany, Austraia and Japan.
For quantity, it is Canada, Austrdia, Mexico, Japan, and Ireland.

The NAFTA liberdized trade in digtilled spirits among Canada, Mexico, and the
United States. Between 1994 and 2004, U.S. exports of digtilled spiritsto
NAFTA partnersincreased from $26.4 million to $118 million, an increase of
nearly 347 percent. During the Uruguay Round, key countries agreed to launch
negotiaions to eiminate digtilled spirits tariffs, a zero-for-zero agreement



u.s. |

eiminating tariffs on “brown” spirits (for example, whisky and brandy) was
concluded at the end of the Round and was expanded in 1997 to encompass
“white’ spirits (such as vodka and gin) from anumber of key countries. Since
1994, U.S. exports have increased substantially from $399 million to $717 in
2004.

Potentia target markets for the U.S. didtilled spirits industry include Argentina,
Brazil, China, Colombia, India, New Zedand, Panama, Philippines, South Africa,
Russia, Vietnam, Poland, and Thailand. DISCUS is hopeful that these countries
may be interested in zero-for- zero tariff dimination.®

mports
The vaue of imported digtilled spirits has grown steadily in recent years. In 2004,
the United States imported $3.7 billion in digtilled spirits. Quantity imported in
2004 was 483 million LITPF (liters, proof galon equivaent).
Over the past five years, 79 percent of U.S. ditilled spiritsimportsin vaue and
81 percent in quantity have been purchased from the top five suppliers. For vaue,
the top five suppliers are France, the United Kingdom, Mexico, Sweden, and
Canada. For quantity, they are Canada, the United Kingdom, Mexico, France,
and Sweden.
Didtilled spirits (except for certain low-vaued rums and undenatured ethyl
acohal) enter the United States duty-free, but are subject to federal excise tax.
For more information, the entire Harmonized Tariff Schedule of the United States
can be viewed at http://mwww.ustc.gov/taffarshtm
Growth of imports in 2005 should be positive because of consumer demand but
dowing from previous years. FAS forecasts avaue of $4 billion for U.S.
digtilled spiritsimportsin 2005. U.S. demand for importsis strong and so far has
not been very sendtive to higher prices. However, vaue growth may not reach
predicted levels due to the faling dollar, making imported spirits more expensive
to U.S. consumers.

6 “Distilled Spirits: Sectoral Tariff Elimination”, DISCUS [Mar 2004] p. 2.
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U.S. Imports 2000-2005
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U.S. Balance of Trade

The U.S. baance of trade in digtilled spirits continues its negative trend as
domestic manufacturers lose market share to internationa competition. In 2004,
there was a negative balance of trade of over $3 billion dollars.

While improving the balance of trade is desirable, there is consderable consumer
demand for imports. U.S. retailers, bars, and restaurants are expected to offer
distilled spirits from around the world in order to be considered well stocked.
Scotch, tequila, Irish whiskey, cognac, and Canadian whiskey are popular distilled
spirits that must be imported. Most U.S. didtilled spirits companies both produce
and import their own products to offer afull range to consumers.

For imports, product shares of vodka and whiskey have not changed greetly asa
percentage of the tota in quantity among the mgjor products. Tequila has
dropped as a percentage of the total, but has not dropped much in actua quantity.
Thevaue share of imported vodkaiis up, while the vaue share of other mgjor
digtilled products has stayed constant.

Undenatured ethyl acohol, of an acoholic strength by volume of 80 percent
volume or higher for beverage purposes, represents the largest portion by quantity
of U.S. exports, and the percent share of the total for this product has been up and
down since 2000. In other quantity exports, whiskey export share is up, while
other categories have dropped off or stayed constant. For value exports, whiskey
represents the largest share and has been growing since 2000. Cordids are dso
growing. The export share of other products has been up and down since 2000.

12



U.S. Balance of Tradein Digtilled Spirits
In U.S. thousand $

Y ear 2000 2001 2002 2003 2004 2005(f)
u.S. $2,726,182 | $2,848,969 | $3,104,801| $3,442,047| $3,724,785| $4,072,949
IMPORTS
u.S. $475,543 $533,905 $550,681 $587,017 $717,546 $780,310
Exports
uU.S. ($2,250,639) | ($2,315,064) | ($2,554,120) | ($2,855,030) | ($3,007,329) | ($3,292,639)
Balance
of Trade

Source: U.S. Dept. of Commerce, parentheses indicate negative numbers. Forecast: FAS.

U.S. firmsthat are considering exporting distilled spirits must review the research
in their target markets and know that gains are frequently long term rather than
short term. The following constraints/opportunity chart contains Situations that
U.S. firms must take into account in the decison to export. This chart is not
exhaudtive, but gives potentia exporters examples of the types of Stuationsthey

may face.

Constraints/opportunities Chart and Tariff Chart for U.S. Exports

Advantages/Opportunities

Challenges/Constraints

In Ching, tariffs on didtilled spirits have
been falling from 65 percent to 10 percent
as they phase in their WTO obligations.
Strong market growth is expected to
continue.

Infrastructure and distribution channels are
il underdeveloped in China. Product
standards and labeling requirement may be
problematic (and this Stuation is not
unique to China, it can be found in some
other markets as well).

Taiff ratesimposed on distilled spirits
decreased sgnificantly for the ten countries
that have recently joined the EU (except for
some low-vaue rums).

Some Eastern European nations such as
Poland produce alarge quantity of digtilled
spirits domedticdly, which are of ahigh

qudlity.

Asof March 1, 2004, Finnish taxes on
digtilled spirits are reduced by 44 percent,
and these tax cuts are being fully passed on
to the consumers.

Low salaries make some markets very
price-sengtive.

Didilled spirits were included in the World
Trade Organization’'s (WTO) Uruguay
Round's zero-for-zero negotiations. The
U.S. and severa trading partners agreed to
eiminate their tariffs on mogt didtilled
Spirits.

Many WTO members and most developing
countries il impose high tariffson
imported distilled spirits.

Thereisagloba trend of consumers
willing to try new products.

Globa trendsin hedthy eating may affect
al beverage dcohol consumption.

13




Advantages/Opportunities

Challenges/Constraints

As recently completed Free Trade
Agreements (FTAS) are implemented, the
U.S. has an advantage over some of our
competitors in those markets (example, the
AudrdiaFTA and the Chile FTA).

In large markets such as Thailand, large
excise taxes are applied to the value of the
product. While these are gpplied to both
the imported and domestic product, the
imported product excise tax caculation is
based on the c.i.f. price plusimport duties
and other fees.

Japan isamgor importer of digtilled
Spirits.

The Japanese economy is recovering from
adownturn. Younger Japanese consumers
are switching to lower dcohol content
drinks.

Sources: GAIN reports FI4001 and PL4025, USITC, and DISCUS’

Tariff chart for U.S. Exports by Major Regional Destinations

To determine the applicable digtilled spirits tariff, consult the following websites.

Tariff Chart

See http://www.fas.usda.gov/scriptsw/wiopdf/wtopdf frm.asp

Or http:/mwww.itadoc.gov/td/tic/tariff/country tariff info.ntm

Major destinations for U.S. distilled spirits tend to have no tariffs. In the case of
the United Kingdom and Germany, the tariffs on U.S. didtilled spirits are zero on
al products except certain low-vaued rums.

Competitive Analysis

Domestic vs. Import Market Share

By quantity, imported spirits represented 22.3 percent of digtilled spirits salesin
the United Statesin 2002 and 22.9 percent in 2003, based on federd excise tax

data.

Domedtic ditilled spirits manufacturers could better compete with imported
productsin other markets without non-tariff barriers such as labeling regimes,
discriminatory excise taxes, and product standards such as chemical parameters
that add little to the quality or the safety of the product.

According to the U.S. Department of Commerce, Internationa Trade
Adminidration, the United States has successfully chalenged and dismantled

" AsaLemon, “Finland, Wine/Beer: Finland Cuts Taxes on Alcoholic Beverages,” [5 Mar 2004], GAIN
report #F14001, p. 1, Jolanta Figurska and Charlene Kastanek, “Poland Product Brief: Digtilled Spirits,” [13
Aug 2004] GAIN report #PL 4025, p. 2, “Digtilled Spirits: Sectoral Tariff Elimination”, DISCUS [Mar

2004] p. L.
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discriminatory excise tax regimesin Jgpan, Korea, and Chile. Other countries,
such as Argenting, Uruguay, Thailand, Colombia, and the Philippines dill have
discriminatory practices.

Taiffsare ashigh as 40 percent in Latin America, and 170 percent in some parts
of Asa

Price and quality position of competitors

Imported ditilled spirits tend to be higher priced than domestic products and
marketed to affluent consumers.

Some types of distilled spirits will ways be supplied through imports because
they are not produced in the United States.

There is a strong relationship between the advertisng of specific brands and sales
of that brand of imported product.

Market Organization and Distribution

Description of Distribution Channels

USITC reports that the didtilled spirits industry has a three-tiered structure, which
developed out of post-prohibition federd legidation and the 213 Amendment to
the Congdtitution. Each tier operates independently of each other and the
businesses cannot have financid interestsin any other tier.

Distilled Spirits Industry Structure

Producers/Suppliers

Wholesalers

Retailers

15



Key Market Segments

In the dcohalic beverages indudtry, there are two distinctions to keep in mind: on-
trade and off-trade sales. On-trade sales are made through bars, restaurants, cafes,
etc. Off-trade sales are made through retail outlets. On-trade sales are about one
quarter of dl U.S. digtilled spirit sdesin 2003, off-trade sales are about three-
quartersin volumeterms® In value terms, the ratio is about 58 percent on-trade
and 42 percent off trade. Theratio of on-trade salesto off trade sales has stayed
congtant for the last five years.

Over hdf of al off-trade sales of distilled spirits are made through liquor stores,
and the next highest digtribution channd is supermarkets or hypermarkets.
Discounters, convenience stores, independent food stores and others (such as
kiosks) are the remaining distribution points. Internet sales are not a high enough
channd of digtribution to be measured yet.

Off-trade Volume - 2003

39 3%
6%

Specialists
Supermarkets/Hypermarts
O Discounters

O Convenience Stores

Independent Stores

Others

Source: Euromonitor

Price Segments and Mark-up Structure

The didilled spirits industry estimates that retail markup is 25 percent to 27
percent over the wholesde price. The wholesder mark-up istypicaly 20 percent
over cost (which includes supplier cost, transportation, and state excise tax).
Thereis no rdiable data on the average mark-up in food service and bars, but it is
thought to be around 550 percent.

8 Euromonitor and DISCUS Comments.



According to USITC, in control states (see the “License Requirements’ section on
the following page) retail pricesfor didtilled spirits are uniform throughout the
date. In other states, prices vary due to market factors.

USITC further explainsthat federd and State taxes are important factorsin
determining the find price for the product. Taxes of dl typestend to bea
ggnificant percentage of the retall price. Because of widely varying taxes by

date, distilled spirit companies tend not to have nationd-scae pricing policies for
their products. Retailers set the find price based on the taxes and desired profit
margin.

There are four pricing categoriesin digtilled spirits: value, premium, high-end
premium, and super premium. The definitions of these categories vary by
company and type of product. For example, a 750 ml bottle of Tennessee
Whiskey or Bourbon is estimated to be less than $10 for vaue pricing, $10 to $16
for premium, over $16 to $22 for high-end premium and over $22 for super
premium.®

Bureau of Labor Statistics Consumer Price Index figures show that prices of
distilled spirits for home consumption have gone up nearly 30 percent from 1994
to 2003. Using a base year of 1997=100, prices have risen nearly 20 percent for
digtilled spirits consumed away from home (on+trade) from 1998 to 2003.

Typical marketing and promotion support

The saven mgor holidays for didtilled spirits sdesin the United States are
Thanksgiving (the fourth Thursday in November), Christmas, New Year's Eve,
Superbowl Sunday (in late January or early February), St. Patrick’s Day (March
17), Cinco De Mayo (May 5), and the 4™ of July. The biggest salestime period is
from Thanksgiving to New Year’s Eve, when the didtilled spirits industry sells
about 40 percent of annual purchases.

Didtilled spirits are usualy not impulse purchases on the part of consumers.
Purchases are made for gifts or to keep ahome liquor cabinet well stocked.

Regulatory issues

License Requirements

In 1933, the 21% Amendment of the U.S. Contitution repealed a prior amendment
outlawing the sde of dcoholic beveragesin the United States, putting alcohalic
beverage legidation in the hands of the Sates.

State governments directly control the wholesale and/or retail sales of ditilled
Siritsin 18 states, where digtilled spirits are purchased in “ABC” (alcoholic
beverage control) stores. State and federa excise taxes, saes taxes, and other
taxes can be gpplicable in states as well, depending on the sate. The Federation
of Tax Adminigtrators publishes alist of state liquor excisetax rates. Thislist can
be found at http://Mmww.taxadmin.org/ftalrate/liquor.ntm. In addition, information

° David Ozgo, “ Distilled Spirits: Segmentation by Category and Price,” DISCUS, 19 Dec. 2002, p. 8.
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on federa excise tax can befound a

http:/Amww.tth.gov/a cohol/info/atftaxes.htm

Twenty-eight Sates dlow retail purchases of dcohol on Sunday, though in some
cases there may be limitations on the permissble hours of sde. Sunday has
become the second largest shopping day of the week for dl items.

For dl locations and for al days of the week, regulations regarding the purchase
of bottled liquor in stores and liquor in foodservice establishments (bars and
restaurants) are decided by theindividua states. Even counties within states will
often have different regulations regarding the sale and use of acohoalic beverages.

Labeling

Depending on the product, distilled spirits labels must contain certain eements,
including, but not limited to, brand name, dcohol content, name and address of
bottler, packer or filler, country of origin, net contents, satement of age, state of
digtillation, and a hedlth warning statement. For acompletelist of labding
requirements and which distilled products they apply to, go to the Alcohol and
Tobacco Tax and Trade Bureau (TTB) of the U.S. Department of the Treasury at
http://Amww.tth.gov/publications/actab _pub/beva cmanspiritsindex.htm.

Labd gpplicationsfor al acoholic beverages must be made to the Advertising,
Labding and Formulation Divison of the TTB. Their Web siteis
http:/Amww.tth.gov/dfd/index.htm. Sales are not permitted until the label has
been approved.

Advertising

According to the USDA’ s Economic Research Service (ERS), the top firms do
most of the spending on advertisng. In 1999, for each distilled spirits product
segment, the top three firms generdly spent well in excess of 75 percent of total
advertisng expenditures for the segment. The only exception was cordids and
liqueurs, where the top three firms spent around 66 percent of the total. For a
complete breakout by product segment, see the ERS worksheet at
http://www.ers.usda.gov/data/f oodmarketi ndi cators/foodmarketingsystem/table31.
xls.

TTB isrespongble for the administration of the Federal Alcohol Administration
(FAA) Act, 27 U.S.C. chapter 8. Among the other provisions of the Act, the FAA
prohibits mideading labels or advertiang that could result in consumer deception.
The didtilled spirits industry practices salf-regulation in advertisng through the

Code of Responsgible Practices. To ensure the marketing of digtilled spiritsto
adults, advertisements gppear in TV and print media where the audience is
expected to be at least 70 percent at or above the legd drinking age of 21. Models
and actors used in didtilled spirits advertisements are at least 25 years of age.

Web sites for didtilled spirits companies question visitors about their age.
Advertising does not contain any mention of therapeutic daims® On March 8,

10« Code of Responsible Practices for Beverage Alcohol Advertising and Marketing”, The Distilled Spirits
Council of the United States, http://www.discus.org/industry/code/code.htm [Oct 2003]
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2005, DISCUS issued the firgt-ever report detailing complaints about specific
acohal advertisements, decisions of the industry’ sinternd review board, and the
actions taken by each advertiser.** This report, which will be issued semi-
annually, can be found on the DISCUS Web site at http://ww.digtilledspirits.org.
A Federd Trade Commission report noted that nearly 80 percent of advertising
for digtilled spirits was concentrated in magazines. Didtilled spirits advertisng is
aso found on cable television but does not gppear on network televison. The
National Association for Stock Car Auto Racing (NASCAR) recently began
dlowing didtilled spirits to be advertised on the cars. The industry also usesin-
store promotions and event promotions such as having representatives at concerts
or dreet fegtivas. Consumers can Sign up for free tastings offered by some

companies.

Sources state that the goal of beverage acohol advertisng isto capture market
share from another beverage acohol product. Increasing overdl acohol
consumption is not the point of beverage acohol advertising.

Packaging

Didilled spirits are typicdly sold in the following Szes

Digtilled Spirits Bottle Sizes

Metric Measure

U.S. Liquid Measure

Other Descriptive Terms

1.75 liters 59.2 0z Haf gdlon or magnum
1liter 33.80z Quart
750 ml 25.4 0z Fifth
375 ml 16.9 0z Pint
200 ml 6.8 0z Hdaf pint
100 ml 340z One-fourth pint
50 mi 170z Nip

Specid offerings with packaging are not geared towards persons below the lega

drinking age.*

Packaging is used to show off the essence of the brand and is an artistic ement
which does influence consumer choice.

M «Distilled Spirits Industry Issues First-Ever Public Report on Advertising/Marketing Complaints’, The

Distilled Spirits Council of the United States,
http:/ /www.discus.org/mediaroom/2002/rel ease.asp?pressid=198. [March 2005]

12« Code of Responsible Practices for Beverage Alcohol Advertising and Marketing”, The Distilled Spirits
Council of the United States, http://www.discus.org/industry/code/code.htm [Oct 2003]
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Conclusions

The sze of the didtilled spirits market in the United States for 2003 was $42.7 billion.
Thismarket is forecasted to reach nearly $60 billion in yearly sales by 2008.

If U.S. income growth remains postive, U.S. consumers will trade-up on ditilled spirits
products. U.S. sales should aso benefit from industry promotion of trendy cocktails and
from pairing cocktalls with food. More health-conscious consumers will want additional
information on the caoric content and other attributes of digtilled spirits.

Key industry trends include the consolidation of companies that began in the 1990s, and
diversfication of companiesinto other product lines. Other product lines generdly
include other beverage dcohol products and totally unrelated products such as
housawares.

U.S. exports of digtilled spiritsin 2004 totaled $717 miillion, and are forecasted to
increase to $780 million for 2005. Thefdling U.S. dallar is making U.S.-produced
distilled spirits chegper in other countries.

Because the U.S. didtilled spirits industry has obtained increased market access from
trade negotiations, U.S. exports should continue to increase. However, attention should
be paid to the phase-in time period of any free trade agreement when projecting the point
at which salesincreases may occur.

New marketsfor U.S. distilled spirits will appear as countries come into line with their
WTO commitments. However, in the case of China, the development of better
infragtructure and distribution channels will need to take place. In addition, low sdaries
in some countries make these markets price sendtive. Asincomesimprove, for example
in the ten new EU countries, U.S. didtilled spirits sdles should improve.

Export gains are dso dependent on the continued dismantling of non-tariff barriers such
as labdling regimes, discriminatory excise taxes, and diminating product standards that
are not based in science.

U.S. imports of digtilled spiritsin 2004 totaled $3.7 billion, and are forecasted to increase
to $4 billion in 2005. However, the faling dollar makesimported didtilled spirits more
expendgve to American consumers and may have an effect on purchases, causing the
forecadt to fal short. Evenin the face of currency fluctuations, imports of distilled spirits
are expected to continue growing.

The three-tiered sructure of the industry is unlikely to change. Licensing and taxing
changes are entirely dependent on the states and their legidatures. Changes such as
elimination of Sunday “blue laws’ and adding or diminating sate and locality taxes
cannot be projected.
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Appendix

Study Objectives

The purpose of this study isto give agenerd description of the U.S. didtilled spirits
market. The perspectiveisforward looking, using historical data as background. The
intended audience for this report isthe FAS foreign posts, Market Access Program
(MAP) cooperators, and smal to medium sized U.S. businesses.

Definition of Product

Didtilled spirits include whiskeys, vodka, gin, tequila, rum, brandy, cordias, and liqueurs.
Didilled spirits are dcoholic beverages obtained by the didtillation of fermented
agricultura products. Wine and beer are not included in this sector.

In the United States, beverage acohol including beer, wine, and didtilled spirits are
marketed and sold to adults age 21 and over. Didtilled spirits are typicdly used in
recregtional Stuations, and to alesser extent to enhance the enjoyment of medls. Since
the effects of dcohol can dter judgment, moderation in usageiskey. Moderation is
defined as no more than one drink per day for women and no more than two drinks per
day for men. For digtilled spirits, 1.5 ounces of 80-proof distilled spirits counts as one
drink. To compare with other acoholic beverages, 5 ounces of wine counts as one drink
and 12 ounces of beer counts as one drink.™

Some groups of people should not drink acohoalic beverages, including children;
adolescents; pregnant women or women who may become pregnant; breastfeeding
women; persons with specific medical conditions or taking specific medications; persons
who plan to drive or take part in other activities that require atention, skill, or
coordination; and persons who cannot restrict their drinking to moderate levels.*

The mgor commodities used to manufacture distilled spirits (depending on the product)
are corn, barley, whest, rye, potatoes, sugar cane, and molasses. Other ingredients
include dairy, juniper berries, herbs, spices, and various additives and flavorings. Mogt
ingredients are sourced domestically.

13 «Dietary Guidelines for Americans,” United States Department of Agriculture and United States
Department of Health and Human Services, Fifth Edition, Home and Garden Bulletin No. 232, p. 36. 2000.

14 «Dietary Guidelines for Americans: Executive Summary,”
http://www.health.gov/dietaryquidelines/dga2005/report/PDF/A_ExecSummary.pdf. [Aug. 2004]
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Methodology and Sources

Data on didtilled spirits manufacturing is collected every five years usng asurvey
conducted by the U.S. Census Bureau. It is available to the public in the 2002 Economic
Census. The full 2002 Economic Census will be deployed over the next two years, but
data for the ditilled spiritsindustry was made available in July 2004. The survey gives
details on the quantity and wholesde vaue of manufacturers shipments. In addition, the
Annud Survey of Manufacturersis conducted by the U.S. Census Bureau for each of the
four years between the Economic Censuses.

The U.S. Census Bureau survey reports the wholesde vaue of didtilled spirits shipments,
but retall vdueis often of interest. In the didtilled spirits industry, the wholesde mark-up
istypicaly 20 percent over cost (which includes supplier cod, transportation, and state
excisetax). Retaller mark up istypicaly 25 to 27 percent. Also, imports and exports are
the vaue declared by the shipper, which includes cog, insurance, and freight (c.i.f.)

Theindustry consensusis thet distilled spirits are described by the following 4-digit
Harmonized System (HS) code 2208, and its eight associated categories when described
by the 6-digit HS Code, in addition to one 10-digit HS code from 2207. These codes are
used for tracking imports and exports.

HS4 |[HS4 description HS6 HS 6 description

Compound acoholic preparations of akind
220810 used for the manufacture of beverages

Spirits obtained by distilling grape wine,
220820 grape marc

220830 \Whiskies

220840 Rum and tafia

220850 Gin and geneva

Liqueur, spirits, and  [220860 \odka

undenatured ethyl 220870 Liqueurs and cordids

2208 |alcohol, <80% 220890  |Alcohalic liqueurs not elsewhere specified

HS4 |[HS4description |[HS 10 HS 10 description

Ethyl Alcohol undenatured, 80% acohol or
2207 |Ethyl Alcohol 2207103000higher for beverage

Sour ces

U.S. Department of Agriculture, Economic Research Service
http://www.ers.usda.gov

U.S. Department of Agriculture, Economic Research Service, Food Market Indicators:
Food Marketing System,
http://www.ers.usda.gov/datalf oodmarketindi cators/foodmarketingsystemvtabl e31.x1s.
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U.S. Department of Agriculture, Nationd Agricultura Library
http://mwww.nal .usda.gov

U.S. Department of Commerce, Bureau of the Census
2002 Economic Census, Didilleries: 2002, Manufacturing Industry Series
http://www.census.gov/prod/ec02/ec0231i312140.pdf

U.S. Department of Commerce, Bureau of the Census
Census 2000 Summary File, http:/factfinder.census.gov/.

U.S. Department of Commerce, Internationa Trade Adminigtration, “Didtilled Spirits:
Why Trade Matters,” http://www.tpa.gov/sectorreports/Spirits.pdf. [Jul 2001]

U.S. Internationa Trade Commission, “Agricultural Products’, Alfred L. Dennis,
Coordinator, http://www.us tc.gov/tradeshifts'documents/'O4agriculture.pdf.

U.S. Internationa Trade Commission, George S. Serldtis, “ Trade and Industry Summary:
Didtilled Spirits’, USITC Publication 3373, Nov. 2000, pp. 10-14.

U.S. Department of Labor, Bureau of Labor Statistics
http://Amww.bls.gov

U.S. Department of the Treasury, Alcohol and Tobacco Tax and Trade Bureau (TTB)
http://Amww.tth.gov

Office of the U.S. Trade Representative
http://mwww.ustr.gov

Federa Trade Commission, “Alcohol Report — Appendix B,”
http://www.ftc.gov/reports/a cohol/appendixb.htm, 1998.

Didtilled Spirits Council of the United States (DISCUS)
http://Mmmww.discus.org

Federation of Tax Adminigtrators
http:/Amww.taxadmin.org/ftalratelliquor.html

Euromonitor
http://mvwww.euromonitor.com

23


http://www.nal.usda.gov
http://www.census.gov/prod/ec02/ec0231i312140.pdf
http://factfinder.census.gov/
http://www.tpa.gov/sectorreports/Spirits.pdf
http://www.usitc.gov/tradeshifts/documents/04agriculture.pdf
http://www.bls.gov
http://www.ttb.gov
http://www.ustr.gov
http://www.ftc.gov/reports/alcohol/appendixb.htm
http://www.discus.org
http://www.taxadmin.org/fta/rate/liquor.html
http://www.euromonitor.com

